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Aviva Investors welcomes the opportunity to respond to the European Commission’s consultation on 
UCITS: Product Rules, Liquidity Management, Depositary, Money Market Funds, Long-term 
investments.  Aviva provides 43

1
 million customers with insurance, savings and investment products.  

We are one of the UK's largest insurers and one of Europe's leading providers of life and general 
insurance.  We combine strong life insurance, general insurance and asset management businesses 
under one powerful brand.   
 
Aviva Investors is the global asset management business of Aviva plc, managing assets in excess of 
£274

2
 billion across a range of real estate, equity, fixed income, money market and alternative funds.  

The business operates under a single brand with over 1,300 employees in 15 countries
3
 across North 

America, United Kingdom, Continental Europe, and Asia Pacific.  We are dedicated to building and 
providing focused investment solutions for clients that range from large corporate and institutional 
investors including pension schemes and local government organisations to wealth managers to 
individual investors. 
 
 
Please note that we ask for our submission to remain private and therefore, not be made available for 
public inspection. 
 
Please find attached our responses to the specific questions raised. 
 
  

                                                      
1 As at 30 March 2012 
2 As at 30 June 2012 
3 As at 30 June 2012 
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Response to questions 
 
Box 1- Eligible Assets  
 
(1) Do you consider there is a need to review the scope of assets and exposures that are 
deemed eligible for a UCITS fund? 
 
We do not believe that it is necessary to review again the scope of assets and exposures that are 
deemed eligible for UCITS. 
 
Prior to UCITS III, UCITS were permitted to use derivative instruments only for efficient portfolio 
management purposes, which essentially meant that they could be used only with the aim of reducing 
risk, reducing costs or the generation of additional capital and income for the UCITS with an 
appropriate level of risk.  Therefore, in practice, funds could only use derivatives in a small number of 
defined instances. 
 
UCITS III allowed managers to use a wider range of techniques and instruments than previously, with 
the aim of managing the trade-off between risk and return.  Also, investment strategies have further 
developed as a result of demand from investors, for example, following the financial crisis. 
 
The Eligible Assets Directive in 2007 also provided further clarity and harmonisation on the 
interpretations of UCITS III with regard to the types of assets that could be held in a UCITS. 
 
It may be that regulators did not foresee the range of strategies and instruments now being used by 
UCITS.  However, the current UCITS framework provides investors with an investment with strong 
liquidity, transparency, risk management and governance, whilst being flexible enough, through the 
use of controlled derivatives, to facilitate the creation of a range of products that utilise a number of 
strategies.  We are of the view that the UCITS Directive provides a robust framework, resulting in 
appropriate and strong investor protection which has been further enhanced with the UCITS IV 
requirements and additional guidelines from ESMA. 
 
(2) Do you consider that all investment strategies currently observed in the marketplace are in 
line with what investors expect of a product regulated by UCITS? 
 
In our view, the investment strategies currently observed in the marketplace are in line with what 
investors expect of a product regulated by UCITS.  However, given that some UCITS employ complex 
investment strategies that may not be fully understood by investors, the regulation relating to advice 
and suitability is key from an investor protection perspective. 
 
UCITS are able to use a wide range of investment strategies, techniques and instruments and these 
have evolved over time to meet the demands of UCITS investors.  It is worth reiterating that the use of 
more complex strategies does not necessarily equate to more risk and most UCITS aim to limit the 
market risk of the fund’s investments in order to deliver returns, even in difficult market conditions. 
 
(3) Do you consider there is a need to further develop rules on the liquidity of eligible assets? 
What kind of rules could be envisaged?  Please evaluate possible consequences for all 
stakeholders involved. 
 
Whilst it may be helpful to further develop rules on the liquidity of eligible assets, we believe it would 
be difficult to measure and would change over time 
 
We are of the view that liquidity should be considered at portfolio level rather than on an individual 
asset basis.  Managers are required to employ an appropriate liquidity risk management process in 
order to ensure that each UCITS it manages is able to meet its redemption requests and it is 
important that UCITS are provided with a range of liquidity management tools for use throughout the 
UCITS lifecycle. 
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(4) What is the current market practice regarding the exposure to non-eligible assets?  What is 
the estimated percentage of UCITS exposed to non-eligible assets and what is the average 
proportion of these assets in such a UCITS' portfolio?  Please describe the strategies used to 
gain exposure to non-eligible assets and the non-eligible assets involved.  If you are an asset 
manager, please provide also information specific to your business. 
 
We believe that the current 10% exposure limit regarding exposure to non-eligible assets continues to 
be appropriate and have no further comment to make. 
 
(5) Do you consider there is a need to further refine rules on exposure to non-eligible assets? 
What would be the consequences of the following measures for all stakeholders involved: 
 
- Preventing exposure to certain non-eligible assets (e.g. by adopting a "look through" 
approach for transferable securities, investments in financial indices, or closed ended funds). 
 
- Defining specific exposure limits and risk spreading rules (e.g. diversification) at the level of 
the underlying assets. 
 
We do not consider that there is a further need to refine rules on exposure to non-eligible assets.  
Placing an absolute restriction on exposure to certain non-eligible assets could prove difficult to 
operate in practice and may narrow the range of assets that a UCITS could invest in, thereby limiting 
investor choice and solutions. 
 
(6) Do you see merit in distinguishing or limiting the scope of eligible derivatives based on the 
payoff of the derivative (e.g. plain vanilla vs. exotic derivatives)?  If yes, what would be the 
consequences of introducing such a distinction?  Do you see a need for other distinctions? 
 
We do not agree with distinguishing eligible derivatives based on their payoff profile.  It is more 
important to look at the use of derivatives within the fund and the impact they have on the return 
profile.  Also, the payoff is only one element to be taken into account when determining the 
standardisation of OTC derivatives. 
 
We do not believe that derivatives that do not pose any risk to a UCITS from a payoff perspective 
should be restricted simply because they are too complex for some investors to understand.  UCITS 
managers are required to implement adequate arrangements, processes and techniques to manage 
the risks to which a UCITS may be exposed and should be allowed to select derivative instruments 
(be they plain vanilla or exotic) which, in their opinion, best achieve the investment objectives of the 
fund and are suitable. 
 
However, in deciding whether to enter into a particular derivative transaction, consideration should be 
given to how accurately they can be priced.  Some of the more exotic derivatives may be difficult to 
price/model and if there is uncertainty regarding the ability to obtain an accurate price, they should not 
be entered into.  To this end, we believe it is appropriate to ensure that 3

rd
 party pricing models are 

approved. 
 
(7) Do you consider that market risk is a consistent indicator of global exposure relating to 
derivative instruments? Which type of strategy employs VaR as a measure for global 
exposure?  What is the proportion of funds using VaR to measure global exposure?  What 
would be the consequence for different stakeholders of using only leverage (commitment 
method) as a measure of global exposure?  If you are an asset manager, please provide also 
information specific to your business. 
 
Market Risk is a good indicator of global exposure relating to derivative instruments but to say that it 
is consistent might be considered misleading.  It will give a dynamic view of exposure based on the 
details of the instrument and the state of the market.  Therefore, in certain situations, exposure will 
change as the market changes rather than as the holding changes.  We believe this is a meaningful 
situation but might not be considered consistent. 
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Any strategy that modifies exposure using instruments with asymmetric payoff profiles will use VaR as 
a measure of global exposure.  The proportion of funds using VaR for global exposure is very small, 
maybe 1%. 
 
Using only leverage as a measure of global exposure makes sense in the case of equity long/short 
strategies.  Any fixed income strategies, however, will potentially suffer from a large overestimation of 
exposure, as the time dimension (duration) of these portfolios is neglected.  For example, a portfolio 
with offsetting risk positions in 2yr/10yr UK rates will show a large leverage exposure owing to the 
absolute difference in size of these positions, whereas the rates risk exposure will be relatively small. 
VaR will be able to accommodate this extra dimension of risk. 
 
(8) Do you consider that the use of derivatives should be limited to instruments that are traded 
or would be required to be traded on multilateral platforms in accordance with the legislative 
proposal on MiFIR?  What would be the consequences for different stakeholders of 
introducing such an obligation? 
 
We do not believe that the use of derivatives should be limited to instruments that are traded or would 
be required to be traded on multilateral platforms.  This would limit the scope of eligible derivative 
instruments and, therefore, limit the ability of UCITS to manage the market risk of their portfolios, 
potentially leading to customer detriment. 
 
Box 2 – Efficient Portfolio Management (EPM)  
 
(1) Please describe the type of transaction and instruments that are currently considered as 
EPM techniques.  Please describe the type of transactions and instruments that, in your view, 
should be considered as EPM techniques. 
 
Article 11 of Eligible Assets Directive (2007/16/EC) defines the techniques and instruments for the 
purposes of EPM.  These are defined as techniques and instruments which fulfil the following criteria: 
 

(a) they are economically appropriate in that they are realised in a cost-efficient way; 
(b) they are entered into for one or more of the following specific aims: 

(i) reduction of risk; 
(ii) reduction of cost; and 
(iii) generation of additional capital or income for the UCITS with a level of risk which is 

consistent with the risk profile of the UCITS and the risk diversification rules laid down 
in Article 22 of Directive 85/611/EEC; and 

(c) their risks are adequately captured by the risk management process of the UCITS 
 
However, CESR’s Guidelines on Risk Measurement and the Calculation of Global Exposure and 
Counterparty Risk for UCITS narrowly considers EPM techniques as: 
 

 Sale and Repurchase Agreements (repos); 

 Purchase and Resale Agreements (reverse repos) 

 Securities Lending Agreements; 

 Reinvestment of Cash Collateral 
 
The type of transactions and instruments that could be considered as EPM include, interest rate 
swaps, interest rate futures, bonds futures, single name CDS, index CDS, equity index futures, 
forward foreign exchange contracts, repos and reverse repos, collateral swaps and stocklending. 
 
The ability to use repo, reverse repo and collateral swaps is an important tool for investment 
managers.  When funds hold excess cash, investment managers are able to securitise overnight 
placement by conducting reverse repo operations.  Rather than taking on bank counterparty risk via a 
bank deposit, managers may prefer to obtain extremely liquid, high quality government bonds via 
reverse repo.  This operation is conducted in the interest of decreasing the overall risk of the fund 
rather than increasing the fund’s return.  Reverse repo is therefore a cash management tool which is 
analogous to a secured deposit and, as such, should not be subject to limits. 
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Implementation of EMIR will result in funds needing to post an increased amount of high-quality 
collateral.  However, the assets that qualify as eligible collateral are not always the types of assets 
held in the funds.  For example, an equity fund would likely need to pledge cash or government bonds 
as collateral.  Rather than subjecting the equity fund’s investors to bond risk, it would be possible to 
either repo the equity or perform a collateral swap to obtain the required cash collateral.  Repo is a 
form of borrowing, which is used to generate cash for funding or raise cash for onward investment, 
and we do not see the need to change the existing UCITS limits around its use. 
 
(2) Do you consider there is a specific need to further address issues or risks related to the 
use of EPM techniques?  If yes, please describe the issues you consider merit attention and 
the appropriate way of addressing such issues. 
 
We do not consider that there is a need to further address issues or risks related to the use of EPM 
techniques.  We believe the definition of EPM should be kept as broad as possible as over-
prescription would reduce flexibility.  In addition, ESMA’s recent Guidelines on UCITS, ETFs and 
other issues appear to adequately address the issues and risks related to the use of EPM techniques. 
 
(3) What is the current market practice regarding the use of EPM techniques: counterparties 
involved, volumes, liquidity constraints, revenues and revenue sharing arrangements? 
 
The extent to which repo and reverse repo agreements are entered into, or not, will differ on a fund by 
fund basis depending upon the investment and liquidity strategies pursued. 
 
Aviva Investors currently undertakes very little by way of repo arrangements but we do have some 
funds where reverse repo arrangements are used more extensively.  For example, we have one fund 
in particular that currently invests up to 85% of its assets in reverse repo arrangements for EPM 
purposes. 
 
As mentioned above, we do not actively repo out any assets in our funds.  Instead, our preference is 
to enter into open/callable securities lending transactions as an alternative EPM strategy.  However, 
in light of the potential requirement to post margin at a central counterparty (CCP) as part of the new 
OTC derivatives regulatory framework, we may consider entering into repo arrangements in future. 
 
(4) Please describe the type of policies generally in place for the use of EPM techniques.  Are 
any limits applied to the amount of portfolio assets that may, at any given point in time, be the 
object of EPM techniques?  Do you see any merit in prescribing limits to the amount of fund 
assets that may be subject to EPM?  If yes, what would be the appropriate limit and what 
consequences would such limits have on all the stakeholders affected by such limits?  If you 
are an asset manager, please provide also information specific to your business. 
 
Please see our response to question 3, above. 
 
We do not agree with prescribing a limit as the proportion of a UCITS portfolio that may be used for 
EPM techniques.  Provided that the risk management process is robust and CESR’s guidelines on 
Risk Measurement and the Calculation of Global Exposure and Counterparty Risk for UCITS are 
observed, establishing a limit at the UCITS portfolio level would be detrimental to the UCITS ability to 
ensure best pricing and to maximise returns without further mitigating counterparty risk. 
 
(5) What is the current market practice regarding the collateral received in EPM? More 
specifically:  
- are EPM transactions as a rule fully collateralized?  Are EPM and collateral positions marked-
to-market on a daily basis?  How often are margin calls made and what are the usual minimum 
thresholds? 
 
The current market practice is for both securities lending and reverse repos to be fully collateralised, 
with a standard market haircut.  Collateral is marked-to-market and collateral calls are made at least 
daily.  Within Aviva Investors, the minimum threshold is £250K. 
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- does the collateral include assets that would be considered as non-eligible under the UCITS 
Directive?  Does the collateral include assets that are not included in a UCITS fund's 
investment policy?  If so, to what extent? 
 
Collateral must comply with the requirements set out in ESMA’s guidelines but it is not required to 
match the UCITS investment policy. 
 
- to what extent do UCITS engage in collateral swap (collateral upgrade/downgrade) trades on 
a fix-term basis? 
 
Aviva Investors does not engage in collateral swap trades on a fix-term basis in relation to UCITS. 
 
(6) Do you think that there is a need to define criteria on the eligibility, liquidity, diversification 
and re-use of received collateral?  If yes, what should such criteria be? 
 
We do not believe that there is a need to define rules around the eligibility, liquidity and diversification 
of received collateral.  Instead, it should be for individual funds to define their collateral risk appetite.  
For example, a bond fund may prefer to receive large cap equities as collateral, as opposed to certain 
bonds, if it sets a premium on managing liquidity risk. 
 
If a bond fund were to receive equity as collateral in a reverse repo transaction, it would not be 
exposed to equity market risk throughout the life of the transaction.  Standard market practice is for 
reverse repo transactions to be marked-to-market daily and subject to margining requirements.  If the 
value of the equities received falls, the fund’s counterparty must either give the UCITS more equities 
or cash to make up the valuation differential.  After this margin exchange, the UCITS possesses 
collateral which has the same cash value as on the prior day. 
 
We do not believe there should be rules around the re-use of received collateral and, as such, we 
disagree with paragraph 40 (i) of ESMA’s Guidelines on ETFs and other UCITS issues regarding the 
inability to pledge non-cash collateral received.  If UCITS are likely to enter into reverse repo 
transactions to facilitate collateral management, they will need to be able to pledge the collateral 
received.  We believe that it should be possible to re-hypothecate all received collateral and not just 
the cash element. 
 
(7) What is the market practice regarding haircuts on received collateral?  Do you see any 
merit in prescribing mandatory haircuts on received collateral by a UCITS in EPM?  If you are 
an asset manager, please provide also information specific to your business. 
 
We have no comment. 
 
(8) Do you see a need to apply liquidity considerations when deciding the term or duration of 
EPM transactions?  What would the consequences be for the fund if the EPM transactions 
were not "recallable" at any time?  What would be the consequences of making all EPM 
transactions "recallable" at any time? 
 
We do not see a need to set liquidity considerations in legislation.  It is the responsibility of the Fund 
Manager to manage liquidity risks in order to ensure that redemption requests can be met at all times 
and he should therefore be afforded the necessary discretion to enter in repo and reverse repo 
agreements which are commensurate with a particular fund’s trading and liquidity strategy. 
 
We fully expect overnight and fixed term arrangements to be recallable under normal market 
conditions.  However, assets may not be recallable in stressed market conditions or where the 
counterparty is unwilling to unwind the transaction and there is no contractual obligation for them to 
do so. 
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In our experience, recalling a reverse repo without a cost of unwinding the transaction is difficult 
because the counterparty must price the reverse repo with the collateral profile, FX rates, funding 
costs and maturity date in mind.  The market price of unwinding a reverse repo (‘unwind cost’) will be 
the price the counterparty will quote for entering into an equal and opposite repo transaction.  The 
fund will pay the counterparty the fair value price (i.e. the market-to-market price) of unwinding the 
hedges they executed in order to enter into the reverse repo with the fund.  The settlement figure will 
be equal to the accrued interest plus unwind cost, which may be positive or negative. 
 
We believe it is sufficient that there is an existing guideline to the effect that, when a UCITS enters 
into a repo or reverse repo, the arrangements must not compromise the UCITS ability to execute 
redemption requests in accordance with Article 84(1) of the UCITS Directive. 
 
(9) Do you think that EPM transactions should be treated according to their economic 
substance for the purpose of assessment of risks arising from such transactions? 
 
Yes, we believe that EPM transactions should be treated according to their economic substance 
rather than according to their legal form. 
 
(10) What is the current market practice regarding collateral provided by UCITS through EPM 
transactions? More specifically, is the EPM counterparty allowed to re-use the assets provided 
by a UCITS as collateral?  If so, to what extent? 
 
We have comment 
 
(11) Do you think that there is a need to define criteria regarding the collateral provided by a 
UCITS? If yes, what would be such criteria? 
 
We do not believe there is a need to define criteria regarding the collateral provided by a UCITS.  
Limiting the collateral provided by a UCITS would increase the costs of such transactions, as would 
not allowing re-use. 
 
(12) What is the market practice in terms of information provided to investors as regards EPM? 
Do you think that there should be greater transparency related to the risks inherent in EPM 
techniques, collateral received in the context of such techniques or earnings achieved thereby 
as well as their distribution? 
 
The information to be provided to investors with regard to EPM has already been addressed by ESMA 
in its Guidelines on ETFs and other UCITS issues.  These guidelines state, “A UCITS should inform 
its investors clearly in the prospectus of its intention to use the techniques referred to in Article 51(2) 
of the UCITS Directive and Article 11 of the Eligible Assets Directive.  This should include a detailed 
description of the risks involved in these activities, including counterparty risk and potential conflicts of 
interest, and the impact they will have on the performance of the UCITS.  The use of these techniques 
and instruments should be in line with the best interests of the UCITS”. 
 
Box 3 – OTC Derivatives  
 
(1) When assessing counterparty risk, do you see merit in clarifying the treatment of OTC 
derivatives cleared through central counterparties?  If so, what would be the appropriate 
approach? 
 
In our view, there is merit in clarifying the treatment of OTC derivatives cleared through central 
clearing as we believe the existing rules on counterparty concentration may preclude the use of 
central clearing houses.  The UCITS rules should apply a zero or very low threshold to cleared OTC 
positions to reflect the low level of counterparty risk they present to the fund. 
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(2) For OTC derivatives not cleared through central counterparties, do you think that collateral 
requirements should be consistent between the requirements for OTC and EPM transactions? 
 
We do not believe that there should be rules around received collateral.  Any standards on non-
centrally cleared OTC derivative transactions should be set for all market participants via EMIR or 
bilaterally, and not via UCITS-specific rules.  The EMIR rules are already capable of catering to a 
particular fund type, as evidenced by the pension fund exemption, so there should not be a need to 
impose additional rules for UCITS. 
 
(3) Do you agree that there are specific operational or other risks resulting from UCITS 
contracting with a single counterparty?  What measures could be envisaged to mitigate those 
risks? 
 
The use of a single counterparty is theoretically possible under UCITS but would create an 
overdependence on a sole institution and therefore increase risk.  A second consideration is the need 
to demonstrate best execution, which may be limited if a sole counterparty is used. 
 
(4) What is the current market practice in terms of frequency of calculation of counterparty risk 
and issuer concentration and valuation of UCITS assets?  If you are an asset manager, please 
also provide information specific to your business. 
 
The current market practice is for daily calculation of counterparty risk, issuer concentration and 
valuation of UCITS assets.  This is consistent with the approach taken within Aviva Investors. 
 
(5) What would be the benefits and costs for all stakeholders involved of requiring calculation 
of counterparty risk and issuer concentration of the UCITS on an at least daily basis? 
 
Please see our response to question 4.  We have no further comment. 
 
(6) How could such a calculation be implemented for assets with less frequent valuations? 
 
We have no comment. 
 
Box 4 – Extraordinary Liquidity Management Tools 
 
(1) What type of internal policies does a UCITS use in order to face liquidity constraints?  If 
you are an asset manager, please provide also information specific to your business. 
 
Within the UK, there are a range of internal policies that can be utilised by a UCITS in order to 
manage liquidity constraints, including limited redemption, deferred redemption, redemptions in kind 
(in-specie redemptions).  One of our trade bodies, the UK Investment Management Association has 
produced a very useful guide, ‘Authorised Funds: Liquidity Management’ which sets out the UK 
regulatory liquidity management tools available to managers. 
 
(2) Do you see a need to further develop a common framework, as part of the UCITS Directive, 
for dealing with liquidity bottlenecks in exceptional cases? 
 
The Commission’s paper consults only on extraordinary liquidity management tools but we are of the 
view that a distinction should be drawn between normal liquidity management tools (e.g. in specie 
redemptions, deferred redemptions) and extraordinary liquidity management tools (i.e. suspensions 
and side pockets).  We believe it is in the interests of investors that UCITS are provided with a range 
of normal liquidity management tools for use throughout the UCITS lifecycle.  The range of tools 
available in the UK would appear to be sufficient to enable liquidity bottlenecks to be appropriately 
managed and we have no further comment regarding the need to further develop a common 
framework as part of the UCITS Directive. 
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(3) What would be the criteria needed to define the "exceptional case" referred to in Article 
84(2)?  Should the decision be based on quantitative and/or qualitative criteria?  Should the 
occurrence of "exceptional cases" be left to the manager's self-assessment and/or should this 
be assessed by the competent authorities?  Please give an indicative list of criteria. 
 
We do not see a need to define the ‘exceptional case’ referred to in Article 84(2).  It should be 
sufficient that the ability to suspend is qualified by the requirement that it can be done only in 
exceptional circumstances where it is justified in the best interests of the unitholder.  If ‘exceptional 
case’ is defined, there is a risk that it may not capture a future unforeseeable event that would trigger 
a suspension. 
 
(4) Regarding the temporary suspension of redemptions, should time limits be introduced that 
would require the fund to be liquidated once they are breached?  If yes, what would such limits 
be?  Please evaluate benefits and costs for all stakeholders involved. 
 
We do not believe that time limits should be introduced that would require the fund to be liquidated 
once breached, as this could lead to forced redemptions which may not necessarily be in the interests 
of all of the investors. 
 
Within the UK, suspensions should be lifted as soon as is practicable after the exceptional 
circumstance has ceased.  The management company and the depositary are required to formally 
review the suspension every 28 days and to inform the FSA of the results of the review and of any 
change to the information provided to it; thereby ensuring continuous oversight of the situation.  The 
management company is also required to draw unitholders attention to the exceptional circumstance 
that gave rise to the suspension and to keep them appropriately informed about the suspension, 
including, if known, its likely duration. 
 
(5) Regarding deferred redemption, would quantitative thresholds and time limits better ensure 
fairness between different investors?  How would such a mechanism work and what would be 
the appropriate limits?  Please evaluate benefits and costs for all the stakeholders involved. 
 
We have no comment. 
 
(6) What is the current market practice when using side pockets?  What options might be 
considered for side pockets in the UCITS Directive?  What measures should be developed to 
ensure that all investors' interests are protected?  Please evaluate benefits and costs for all 
the stakeholders involved. 
 
Side pockets are a standard liquidity tool for many funds in exceptional circumstances.  Should they 
be used in UCITS, then they should be subject to appropriate governance and oversight by the 
Manager and used in a way that is consistent with the fair treatment of all investors.  
 
(7) Do you see a need for liquidity safeguards in ETF secondary markets?  Should the ETF 
provider be directly involved in providing liquidity to secondary market investors?  What 
would be the consequences for all the stakeholders involved?  Do you see any other 
alternative? 
 
We have no comment. 
 
(8) Do you see a need for common rules (including time limits) for execution of redemption 
orders in normal circumstances, i.e. in other than exceptional cases?  If so, what would such 
rules be? 
 
We do not see the need for common rules.  National rules have developed over time, work well and 
are accepted regulated firms and investors.  We do not believe there is any reason for change unless 
there is clear evidence of market failure. 
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Box 5 – Depositary Passport 
 
(1) What advantages and drawbacks would a depositary passport create, in your view, from 
the perspective of: the depositary (turnover, jobs, organisation, operational complexities, 
economies of scale …), the fund (costs, cross border activity, enforcement of its rights …), the 
competent authorities (supervisory effectiveness and complexity …), and the investor (level of 
investor protection)? 
 
We have no comment. 
 
(2) If you are a fund manager or a depositary, do you encounter problems stemming from the 
regulatory requirement that the depositary and the fund need to be located in the same 
Member State? If you are a competent authority, would you encounter problems linked to the 
dispersion of supervisory functions and responsibilities? If yes, please give details and 
describe the costs (financial and non-financial) associated with these burdens as well as 
possible issues that a separation of fund and depositary might create in terms of regulatory 
oversight and supervisory cooperation. 
 
We have no comment. 
 
(3) In case a depositary passport were to be introduced, what areas do you think might require 
further harmonisation (e.g. calculation of NAV, definition of a depositary's tasks and permitted 
activities, conduct of business rules, supervision, harmonisation or approximation of capital 
requirements for depositaries…)? 
 
We have no comment. 
 
(4) Should the depositary be subject to a fully-fledged authorisation regime specific to 
depositaries or is reliance on other EU regulatory frameworks (e.g., credit institutions or 
investment firms) sufficient in case a passport for depositary functions were to be introduced? 
 
We have no comment. 
 
(5) Are there specific issues to address for the supervision of a UCITS where the depositary is 
not located in the same jurisdiction? 
 
We have no comment. 
 
Box 6 – Money Market Funds 
 
(1) What role do MMFs play in the management of liquidity for investors and in the financial 
markets generally?  What are close alternatives for MMFs?  Please give indicative figures 
and/or estimates of cross-elasticity of demand between MMFs and alternatives. 
 
MMFs are instruments that provide investors with daily liquidity and asset diversification.  Investors 

get a diversified short‐duration exposure which they may otherwise not get due to money market 
minimum investment amounts. 
 
MMFs allow investors to diversify their credit exposures as MMFs typically hold a much larger number 
of money market credit exposures.  MMFs can also be used to outsource a credit process from the 
investor to the sponsor who will typically enjoy a much deeper resource of specialist credit analysts 
often positioned around the globe. 
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For some investors, an alternative to MMFs is the direct holding of short-term debt instruments.  In 
most cases this would probably cause an increase in concentration risk, a reduction in due diligence 
and a reduction in liquidity for the investor.  The MMF industry is significant in size, since it represents 
approximately US$ 4.7 trillion in assets under management at first quarter 2012

4
 and around one fifth 

of the assets of Collective Investment Schemes (CIS) worldwide.  The United States and Europe 
represent around 90 percent of the global MMF industry. 
 
Recent figures for US MMFs show that MMFs owned over 40 percent of U.S. dollar-denominated 
financial commercial paper outstanding at the end of 2011 and about one-third of dollar-denominated 
negotiable certificates of deposit

5
.  Data for Europe shows that MMFs play a significant role in money 

markets, with short-term debt securities with an original maturity of less than one year representing 
around one half of total MMF assets, and are key providers of short-term funding for banks, which 
represent roughly three-quarters of the MMF total assets in the euro area

6
. 

 
(2) What type of investors are MMFs mostly targeting?  Please give indicative figures. 
 
MMFs can be used by both retail and institutional investors as an efficient way to achieve diversified 
cash management.  With regard to the Aviva Investors’ MMFs, 100% of MMF investors are 
institutional investors. 
 
(3) What types of assets are MMFs mostly invested in?  From what type of issuers?  Please 
give indicative figures. 
 
MMFs typically invest in short term money market instruments including Commercial Paper, Treasury 
Bills, Floating Rate Notes, short term Bonds, reverse repurchase agreements and   term Deposits. 
 
Issuers of these instruments include banks, financials, corporate issuers, sovereigns, agencies, and 
supra nationals. 
 
With regard to indicative figures, we have attached for your information, a fund portfolio breakdown for 
each of our MMFs. 
 
(4) To what extent do MMFs engage in transactions such as repo and securities lending?  
What proportion of these transactions is open-ended and can be recalled at any time, and what 
proportion is fixed-term?  What assets do MMFs accept as collateral in these transactions?  Is 
the collateral marked-to-market daily and how often are margin calls made?  Do MMFs engage 
in collateral swap (collateral upgrade/downgrade) trades on a fixed-term basis? 
 
We do not undertake repo or securities lending transactions in our MMFs.  We do, however, 
undertake reverse repo transactions that are overnight in duration and can be recalled at any time.  
We typically accept triple-A rated government bonds as collateral.  There is no daily marked-to-market 
or margin calls on the collateral received and we do not engage in collateral swap trades on a fixed 
term basis. 
 
In terms of the proportion of reverse repo transactions in our MMFs, please refer to the fund portfolio 
breakdowns enclosed with this response. 
 
(5) Do you agree that MMFs, individually or collectively, may represent a source of systemic 
risk ('runs' by investors, contagion, etc…) due to their central role in the short term funding 
market? Please explain. 
 
We agree that MMFs are important providers of short-term funding to banks, financial institutions, 
businesses and governments.  However, we do not believe that they are a source of systemic risk.  If 
MMFs ceased to exist, cash investments would still need to be invested in the same way with the 
same issuers. 

                                                      
4
 See ICI data, available at http://www.ici.org/research/stats/worldwide/ww_03_12. 

5
 See McCabe et al. (2012), available at http://www.newyorkfed.org/research/staff_reports/sr564.pdf. 

6
 See ESRB (2012), available at http://www.esrb.europa.eu/pub/pdf/occasional/20120622_occasional_paper.pdf. 

Data are from the ECB for the euro area. 

http://www.ici.org/research/stats/worldwide/ww_03_12
http://www.newyorkfed.org/research/staff_reports/sr564.pdf
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The risks that MMFs pose to the financial system are extremely limited, as they have not reached a 
systemic size and the recently reinforced regulatory framework provides a sound base for limiting the 
MMFs susceptibility to runs or other systemic risks. 
 
The implementation of CESR’s guidelines on a common definition of European money market funds 
crystallise the two-tier approach by creating two MMF sub-categories: ‘short-term money market 
funds’ and ‘money market funds’.  It provides a framework to limit the main risks to which MMFs are 
exposed, i.e. interest rate risk, credit/credit spread risk and liquidity risk.  Amongst other things, the 
reduction in the weighted average maturity (to no more than 60 days for ‘short-term MMFs’ and 120 
days for ‘money market funds’) limits the overall sensitivity of the funds’ NAV to changing interest 
rates, and the reduction of the weighted average life (to no more than 6 months for ‘short-term MMFs’ 
and no more than 1 year for ‘money market funds’) limits credit and credit spread risk.  Overall, the 
requirement to invest in high quality money market instruments reduces credit risks.  In practice, the 
requirements from CESR’s guidelines and the UCITS Directive oblige MMF managers to keep high-
quality and liquid portfolios to avoid running into liquidity difficulties. 

 

CESR’s guidelines also require managers of MMFs to inform investors’ of the difference between a 
MMF and investment in a bank deposit.  Enhancing investor awareness regarding the nature of MMFs 
will only serve to strengthen a MMF’s resilience in crises. 
 
It is also worth noting that the majority of MMFs are UCITS, which means that their managers must 
have a risk management process in place which enables them to monitor and measure, at any time, 
the risk of the positions and their contribution to the overall risk profile of the portfolio.  For a MMF, 
this includes a prudent approach to the management of currency, credit, interest rate, and liquidity risk 
and a proactive stress-testing regime. 
 
In addition, we are of the view that the withdrawal of funding by rational investors would be acute in 
stressed market situations irrespective of whether they are invested in MMFs or not and that MMFs 
are likely to run into less liquidity issues than, say, a Property Fund, due to the short-term nature of 
their underlying assets. 
 
(6) Do you see a need for more detailed and harmonised regulation on MMFs at the EU level?  
If yes, should it be part of the UCITS Directive, of the AIFM Directive, of both Directives or a 
separate and self-standing instrument?  Do you believe that EU rules on MMF should apply to 
all funds that are marketed as MMF or fall within the European Central Bank's definition? 
 
We believe it is important to ensure that there is harmonised regulation for MMFs at an EU level for 
both UCITS and AIFs and this will be best achieved through a standalone instrument. 
 
(7) Should a new framework distinguish between different types of MMFs, e.g.: maturity (short 
term MMF vs. MMF as in CESR guidelines) or asset type?  Should other definitions and 
distinctions be included? 
 

We favour the maintenance of a two‐tier approach based on “short‐term MMFs” and “MMFs” as 
defined by CESR’s guidelines.  The main advantage of a two‐tier system would be to allow for choice, 
which is very important for investors. 
 
Box 7 – Money Market Funds: Valuation and Capital 
 
(1) What factors do investors consider when they make a choice between CNAV and VNAV? 
Do some specific investment criteria or restrictions exist regarding both versions?  Please 
develop. 
 
MMFs are investment products that seek to preserve capital and provide daily liquidity, whilst offering 
returns in line with money market rates.  In our view, the preservation of capital is likely to be the main 
factor that investors consider when choosing to invest.  It may be that investors would choose a 
CNAV MMF rather than a VNAV MMF, based on the misconception that the capital value is 
guaranteed. 
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Regarding the investment criteria or restrictions, we are supportive of the approach taken in CESR’s 
guidelines whereby short-term MMFs can be CNAV and VNAV, whereas MMFs can only be VNAV. 
 
(2) Should CNAV MMFs be subject to additional regulation, their activities reduced or even 
phased out?  What would the consequences of such a measure be for all stakeholders 
involved and how could a phase-out be implemented while avoiding disruptions in the supply  
 
Investors often use MMFs as an alternative to bank deposits and may not always understand the 
difference with a bank deposit, including the absence of deposit insurance and the fact that, like any 
other collective investment scheme, the value of the fund may decrease. 
 
We are of the view that CNAV and VNAV MMF documentation should include a specific disclosure 
drawing investors’ attention to the absence of a capital guarantee and the possibility of principal loss.  
The difference between investment in MMFs and bank deposits should also be made clear. 
 
We also believe that CNAV MMFs should be subject to measures designed to reduce the specific run 
risk and first mover advantage associated with their stable NAV feature and to internalise the costs 
arising from these risks.  Regulators should require, where workable, a conversion to floating/variable 
NAV. 
 
A conversion to floating NAV MMFs would reduce the specific risks associated with CNAV MMFs and 
constrain the effects of a credit event impacting a MMF.  Importantly, amongst the benefits of this 
change, a floating NAV will reduce the likelihood of a run by removing the discontinuity in MMF pricing 
created by the 0.5% threshold and reducing the first-mover advantage created by valuing using 
amortised costs and NAV rounding.  It will allow fluctuations in share prices, as is the case for any 
other collective investment scheme, improving investors’ understanding of the risks inherent to these 
funds and the difference with bank deposits, and will reduce the need and importance of sponsor 
support. 
 
Alternatively, additional safeguards should be developed to reinforce CNAV MMFs’ resilience to 
losses and their ability to satisfy significant redemption requests. 
 
(3) Would you consider imposing capital buffers on CNAV funds as appropriate?  What are the 
relevant types of buffers: shareholder funded, sponsor funded or other types?  What would be 
the appropriate size of such buffers in order to absorb first losses?  For each type of the 
buffer, what would be the benefits and costs of such a measure for all stakeholders involved? 
 
We have some concerns regarding the proposal that MMFs should accumulate capital requirements 
or buffers as this approach is likely to de-stabilise the business model of MMFs, particularly where 
money market rates are at low levels.  Additionally, shareholder-funded NAV buffers are complicated 
and likely to give rise to numerous questions which will be difficult to answer, including the potential 
size of the buffer, whether it is high enough and to whom it actually belongs to when investors redeem 
shares.  Furthermore, establishing a reasonably sized buffer could take a long time depending on the 
amount of credit risk the money market fund is exposed to.  The complexity will be increased if 
different forms of NAV buffer are allowed.  MMFs need to be fully transparent and be easily explained 
to investors and complex features such as NAV buffers could prevent this.   
 
We are also of the view that establishing a NAV buffer would not prevent a run on a fund, although it 
may serve to slow down the process. 
 
If NAV buffers were to be introduced, their possible size could amount to 50 basis points of the NAV, 
with higher levels enabling the funds to absorb higher losses and reducing the risk of funds “breaking 
the buck”. 
 
(4) Should valuation methodologies other than mark-to-market be allowed in stressed market 
conditions?  What are the relevant criteria to define "stressed market conditions"?  What are 
your current policies to deal with such situations? 
 
MMFs should comply with the general principle of fair value and ensure that the assets are valued 
according to current market prices, provided that those prices are available, reliable, and up-to-date. 
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Where market prices are not available or reliable, funds may value the securities held in their 
portfolios using the fair value principle.  In particular, in the case of many short term instruments held 
by MMFs, valuation models based on current yield curve and issuer spread, or other “arm’s length” 
valuation method representing the price at which the instruments could be sold, could be used. 
 
Amortised cost accounting may provide an accurate estimate of market price for certain short-term 
instruments, assuming that they will mature at par.  However, sudden movements in interest rates or 
credit concerns may cause material deviations between the mark-to-market price and the price 
calculated using the amortisation method.  In addition to the risk of mispricing of individual 
instruments, the use of amortised cost accounting could create opacity for investors regarding the 
actual net asset value of the funds. 
 
We believe that the use of amortised cost accounting should be subject to strict conditions and 
monitoring and that the following conditions should apply: 

 amortised cost accounting should only be used where it is deemed to allow for an appropriate 
approximation of the price of the instrument; 

 as the risk of mispricing increases with longer term underlying assets, the use of amortisation 
should be restricted to instruments with low residual maturity and in the absence of any 
particular sensitivity of the instruments to market factors; a residual maturity of 90 days should 
generally be considered as a maximum; 

 materiality thresholds and escalation procedures should be in place to ensure that corrective 
actions are promptly taken when the amortised cost no longer provides a reliable 
approximation of the price of the instruments: at the level of the overall portfolio, thresholds of 
10 basis points would generally be deemed appropriate. 

 
Box 8 – Money Market Funds: Liquidity and redemptions 
 
(1) Do you think that the current regulatory framework for UCITS investing in money market 
instruments is sufficient to prevent liquidity bottlenecks such as those that have arisen during 
the recent financial crisis?  If not, what solutions would you propose? 
 
We are of the view that the current regulatory framework for UCITS investing in money market 
instruments is sufficient to prevent liquidity bottlenecks such as those that have arisen during the 
recent financial crisis. 
 
(2) Do you think that imposing a liquidity fee on those investors that redeem first would be an 
effective solution?  How should such a mechanism work?  What, if any, would be the 
consequences, including in terms of investors' confidence? 
 
We have concerns regarding the introduction of a liquidity fee for VNAV MMFs as we believe that it 
may be difficult to identify a suitable set of parameters that would trigger the activation of the liquidity 
fee and this would leave such a decision open to question.  We are also concerned that the imposition 
of a liquidity fee could lead to a mass transfer of institutional investors into other investment vehicles, 
especially in cases where the liquidity fee is perceived to be too high. 
 
With regards CNAV MMFs, these funds are able to maintain both their stable price and provide 
liquidity in normal market conditions, so liquidity fees should only be introduced, in principle, during 
stressed market conditions. 
 
Overall, we are of the view that a liquidity fee would be unpopular with investors and we do not 
believe that imposing such a fee would necessarily prevent a run on a fund.  Instead, keeping 
investors fully informed, on a regular basis, may prove a more effective way to avoid a run on the 
fund.  For example, explaining in frequent communications how the fund is mitigating its liquidity risk 
concerns is more likely to keep the investor in the fund.   
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(3) Different redemption restrictions may be envisaged: limits on share repurchases, 
redemption in kind, retention scenarios etc.  Do you think that they represent viable solutions?  
How should they work concretely (length and proportion of assets concerned) and what would 
be the consequences, including in terms of investors' confidence? 
 
We believe that the redemption restrictions envisaged do present viable solutions and UCITS are 
already able to limit redemptions to 10% per day in certain circumstances. 
 
With regard to redemptions in kind, whilst large redemptions in-kind do have some benefits, especially 
by forcing redeeming shareholders to bear their own liquidity risks, there are a number of drawbacks.  
For example, it would be difficult to divide fund assets into very small positions and such small 
positions cannot always be traded and investors would be reluctant to receive un-saleable in specie 
instruments.  In instances of low liquidity, the valuation of assets could be complicated; the 
redemption conditions would therefore be difficult to determine and very easily opposed by investors. 
 
If, instead of receiving cash, redeeming investors would receive securities, they would seek to sell 
them in order to receive cash and therefore transfer the investment management responsibilities from 
a professional fund manager to themselves.  The subsequent sale of these securities will lead to a 
decline in the market price of the securities as described above.  As such, whilst redemption in-kind is 
one way to internalise transaction costs, it is not a solution to prevent market prices from falling.  We 
believe that redemption in-kind is inefficient not only because of the lot size problem but also because 
small investors typically get less favourable bid-ask spreads when selling, due to small transaction 
sizes, compared to fund managers. 
 
In addition, redemptions in-kind are difficult to manage operationally for both the fund administrator 
and the broker settling the securities and it would also require investors to hold custody accounts.  
Therefore, there will be costs involved. 
 
(4) Do you consider that adding liquidity constraints (overnight and weekly maturing 
securities) would be useful?  How should such a mechanism work and what would be the 
proposed proportion of the assets that would have to comply with these constraints?  What 
would be the consequences, including in terms of investors' confidence? 
 
Yes, we believe that adding liquidity constraints would be useful.  MMFs should hold a minimum 
amount of liquid assets to strengthen their ability to face redemptions and prevent fire sales and they 
should adjust their holdings of liquid assets depending on market conditions, their profile and their 
investor base 
 
MMFs should ensure that appropriate efforts are undertaken to identify patterns in investors’ cash 
needs, their sophistication, their risk aversion, as well as to assess the concentration of the investor 
base.  Both the effect of a single or concurrent redemption(s) of several investors having a material 
effect on the fund’s ability to satisfy redemptions should be considered. 
 
Whilst we would not recommend imposing concentration limits, we believe it is important that MMFs 
establish specific safeguards in the case of large investors in order to reduce the likelihood of 
significant and unexpected redemption requests.  Such safeguards may include limiting further 
purchases from a single investor, requiring a minimum holding period, or imposing a longer notice 
period for a large redemption. 
 
(5) Do you think that the 3 options (liquidity fees, redemption restrictions and liquidity 
constraints) are mutually exclusive or could be adopted together? 
 
In our view, liquidity fees, redemptions restrictions and liquidity constraints could be adopted together. 
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(6) If you are a MMF manager, what is the weighted average maturity (WAM) and weighted 
average life (WAL) of the MMF you manage?  What should be the appropriate limits on WAM 
and WAL? 
 
The Aviva Investors Sterling Liquidity Fund has a weighted average maturity and weighted average 
life of 38 days.  In our view the maximum limit should be 60 days for weighted average maturity and 
120 days for weighted average life. 
 
Box 9  Money Market Funds: Investment criteria and rating 
 
(1) Do you think that the definition of money market instruments (Article 2(1)(o) of the UCITS 
Directive and its clarification in Commission Directive 2007/16/EC16) should be reviewed?  
What changes would you consider? 
 
We agree with the approach taken by CESR regarding eligible money market instruments and do not 
consider that further changes are required. 
 
(2) Should it be still possible for MMFs to be rated?  What would be the consequences of a ban 
for all stakeholders involved? 
 
We believe it should still be possible for MMFs to be rated.  Ratings provide investors with an 
independent assessment of the credit quality of MMFs and a useful standard of comparison, but 
should not be used in isolation as a sole method of assessment.  The rating agency methodology is 
visible to investors wanting to gain an insight of how a fund may be structured over a longer time 
horizon.  Investors' investment policies typically require credit ratings. 
 
If ratings were to be banned, it would prove more difficult to compare, market and sell MMFs and we 
envisage that large scale redemptions would occur, resulting in disruption to the market. 
 
(3) What would be the consequences of prohibiting investment criteria related to credit 
ratings? 
 
This would lead to a loss of a valuable tool in setting clear and measurable investment restrictions. 
 
(4) MMFs are deemed to invest in high quality assets.  What would be the criteria needed for a 
proper internal assessment?  Please give details as regards investment type, maturity, 
liquidity, type of issuers, yield etc. 
 
Many factors could be used internally to assess the quality of an issuer or a specific paper: 

 fundamentals: regulatory and economic environment, management and corporate strategy, 
balance sheet dynamics, earnings etc. 

 technicals: supply/demand, Central Bank eligibility, Commercial Paper program size, back up 
lines, public issue/private placement, FRN/asset swaps. 

 relative value: sector peers, similar maturities, instrument type comparison. 
 
Box 10 – Long-Term Investments 
 
(1) What options do retail investors currently have when wishing to invest in long-term assets?  
Do retail investors have an appetite for long-term investments?  Do fund managers have an 
appetite for developing funds that enable retail investors to make long-term investments? 
 
Retail investors are already able to invest, either directly or indirectly, in the liquid and transferrable 
securities of listed companies whose activities include an element of research and development (i.e. 
long-term investment).  In addition, there are both nationally-regulated open-ended funds and listed 
closed-ended investment companies that allow retail investors access to real estate, commodities, 
precious metals and private equity, and access to fund of funds, where the underlying funds are not 
UCITS.  All these types of vehicles have existed in the UK for some time and are invested in 
generally, but not exclusively, by mass affluent and high net worth retail investors. 
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(2) Do you see a need to create a common framework dedicated to long-term investments for 
retail investors?  Would targeted modifications of UCITS rules or a stand-alone initiative be 
more appropriate? 
 
In order to preserve the UCITS brand, we believe there should initially be a new stand-alone regime 
which mirrors the strong UCITS governance framework but which has a different brand name, a wider 
range of eligible assets and more flexible redemption provisions. 
 
(3) Do you agree with the above list of possible eligible assets?  What other type of asset 
should be included?  Please provide definitions and characteristics for each type of asset. 
 
We agree with the list of possible eligible assets.  Non-UCITS retail funds should be able to invest in 
‘real’ assets (e.g. real estate, commodities, other physical assets), in unlisted companies and in units 
of funds that invest in these types of assets. 
 
(4) Should a secondary market for the assets be ensured?  Should minimum liquidity 
constraints be introduced?  Please give details. 
 
Whilst it would be desirable for a secondary market to exist from a liquidity perspective, we believe 
there are very few UCITS-ineligible assets for which any form of secondary market exists and, 
therefore, a secondary market cannot be ensured. 
 
(5) What proportion of a fund's portfolio do you think should be dedicated to such assets?  
What would be the possible impacts? 
 
The proportion of a fund’s portfolio would largely depend upon the fund’s investment strategy.  If a 
new stand-alone regime were to be introduced we believe that it should be possible to invest 100% of 
a fund’s asset in, say, infrastructure projects, solar panels or properties.  We believe these 
instruments would be suitable to retail investors provided that redemption provisions are clearly 
outlined and risk factors clearly explained. 
 
(6) What kind of diversification rules might be needed to avoid excessive concentration risks 
and ensure adequate liquidity?  Please give indicative figures with possible impacts. 
 
Whilst we recognise that it is more challenging to build a diversified portfolio of illiquid assets such as 
property, we believe there should be rules in place to avoid excessive concentration risk.  These 
should be set after thorough analysis and consultation with specialist providers. 
 
(7) Should the use of leverage or financial derivative instruments be banned?  If not, what 
specific constraints on their use might be considered? 
 
We do not agree that the use of leverage of financial derivative instruments should be banned. 
However, rules should be in place to ensure leverage is employed prudently and appropriately.  In 
particular, we advocate rules designed to align the maturity of credit facility and the investment 
horizon of the fund. 
 
(8) Should a minimum lock-up period or other restrictions on exits be allowed? How might 
such measures be practically implemented? 
 
We are of the view that such funds should be allowed to adopt limited redemption periods or to be 
listed and closed-ended. 
 
(9) To ensure high standards of investor protection, should parts of the UCITS framework be 
used, e.g. management company rules or depositary requirements? What other parts of the 
UCITS framework are deemed necessary? 
 
We believe such funds should be subject to similar management company rules and depositary 
requirements as those for UCITS funds. 
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(10) Regarding social investments only, would you support the possibility for UCITS funds to 
invest in units of EuSEF?  If so, under what conditions and limits? 
 
Whilst, in principle, we would be supportive of the possibility of a UCITS fund investing in units of a 
EuSEF, we believe this should be subject to certain investment limits.  That said, given that social 
enterprises are typically ‘not for profit’ organisations we would question whether fund managers would 
have an appetite to invest in a EuSEF, in light of the lack of or low levels of returns that are likely to be 
achieved. 
 
Box 11 – UCITS IV Improvement 
 
(1) Do you think that the identified areas (points 1 to 4) require further consideration and that 
options should be developed for amending the respective provisions?  Please provide an 
answer on each separate topic with the possible costs / benefits of changes for each, 
considering the impact for all stakeholders involved. 
 
We are of the view that further consideration should be given to some of the identified areas but we 
unfortunately have not had time to gather a view regarding the possible costs/benefits. 
 
9.1 Self managed investment companies 
 
We have no comment. 
 
9.2 Master-feeder structures 
 
We believe that further consideration should be given to the information to be provided to investors 
where a feeder UCITS converts into an ordinary UCITS. 
 
9.3 Fund mergers 
 
We have no comment. 
 
9.5 Notification procedure 
 
It would be helpful if further consideration was given to the improvements outlined in relation to the 
notification procedure. 
 
(2) Regarding point 5, do you consider that further alignment is needed in order to improve 
consistency of rules in the European asset management sector?  If yes, which areas in the 
UCITS framework should be further harmonised so as to improve consistency between the 
AIFM Directive and the UCITS Directive?  Please give details and the possible attached 
benefits and costs. 
 
We strongly support consistent rules that are proportionate, thereby taking into account the necessary 
and appropriate level of investor protection.  Disproportionate and inconsistent rules create 
unnecessary costs that are ultimately borne by investors.  Unfortunately, we have not had time to 
gather a view regarding the possible costs/benefits and therefore cannot expand on this position 
further at this time. 
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Other UCITS IV improvements 
 
Leverage 
In our view, the concept of notional leverage is an important one, although we believe that this needs 
to be performed in conjunction with a credible risk management process.  The composition of risk 
positions in, what is, an ever increasingly complex market drives the necessity for a manager to 
clearly express a view on an individual component of risk, as opposed to co-mingling a specific view 
using an inferior representation of an investment thesis, therefore, inadvertently increasing the risk 
that investors are taking.  This encompasses the ability to net long and short positions in the same or 
highly correlated instruments, but importantly, ensuring that the combined risk utilisation remains 
within a clear tolerance.  The recognition of the maturity effect on bond positions with regard to the 
risk contribution on a duration weighted basis is key to managing the overall risk contributions in this 
regard.  We would recommend that netting is a viable approach where the above risk management 
techniques can be demonstrated.  In our view this would alleviate the need for fund providers to 
request optically high notional restrictions. 


